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Non-technical summary
In the light of high and even rising unemployment levels in Germany, an improved knowledge of how individual characteristics as well as the regional and institutional context shape labor market outcomes of unemployed jobseekers is of central concern to policy makers aiming to design policies that contribute to a shorter average unemployment duration. Recent labor market reforms in Germany aim, among other things, at reducing unemployment by restricting passive unemployment measures, emphasizing local labor market policies and re-structuring public employment services. Empirical evidence regarding the extent to which the regional and institutional context shape labor market outcomes of unemployed jobseekers, however, is quite incomplete. In order to fill this research gap, we explore the main individual, regional as well as institutional determinants of unemployment duration in Germany. For this purpose, we use a rich set of indicators that capture passive and active labor market policies as well as local economic conditions and job counselling activities. Moreover, we distinguish three main exit states each of which are affected quite differently by the regional and institutional context: exits to local regular employment, exits to non-local employment via migration and exits to subsidized employment. By doing so, we provide evidence about the extent to which recent reforms concerning passive labor market measures, regional employment policies and the organization of public employment services are likely to contribute to a reduction of unemployment duration.
We generally obtain that individual characteristics strongly affect the duration of unemployment and the chosen destination state while the effect of local labor market conditions is often rather small. Regional disparities thus appear to be much less important than usually considered by the German public and by German policy makers. Therefore, our results suggest that regional policies may only be a supplementary means of improving labour market outcomes of unemployed individuals. Similarly, there is no evidence that public counselling efforts and active labour market policies have much of an shortening effect on the duration of unemployment.
Instead, the results point towards the role of the unemployment compensation and welfare system in shaping individual unemployment experiences. Individuals with low pre-unemployment earnings and thus high income replacement rates have the lowest exit rates to regular employment. This suggests that the reduction of unemployment benefits is likely to drastically shorten unemployment for certain groups.
Introduction
Throughout the last two decades Germany has experienced persistently high, and even rising, levels of unemployment. At the same time, the share of long-term unemployed who remain unemployed even after one year of job search has also gone up.
According to Machin and Manning (1999) , the share of long-term unemployment in Germany was almost 50% in 1995. This is much higher than in the US, but reflects a labor market situation that is not uncommon in many European countries. In this context, improved knowledge of how individual characteristics as well as the regional and institutional context shape labor market outcomes of unemployed jobseekers is of central concern to policy makers aiming to design policies that will contribute to a shortening of the average unemployment duration. However, most research on the determinants of unemployment duration has been confined to an analysis of individual level determinants (Steiner, 1990; Hunt, 1995; Hujer and Schneider, 1996; Steiner, 2001) Both of these approaches remain rather incomplete with respect to improving our understanding of the regional factors that prolong or shorten unemployment. We do not know much either about how the institutional context such as local labor market policies and the organization of local job placement activities affect individual labor market outcomes. This research gap is particularly surprising in the German 2 context because, among other things, recent labor market reforms emphasize the role of regionally targeted policy mixes and the organizational structure of public employment services. In particular, German policy makers as well as the public consider a high ratio of job counselers to unemployed jobseekers as a key to reduce the duration of unemployment.
The objective of this study is therefore to conduct a comprehensive analysis of unemployment duration in Germany. We identify the determinants of the length of unemployment not only among individual characteristics, but also consider the regional and institutional context in which individuals seek employment. For this purpose, our analysis uses a rich set of indicators that capture passive and active labor market policies as well as local economic conditions and job counseling activities. Moreover, we use a new generation of German administrative individual data that allows three main exit states to be identified each of which may be affected quite differently by the regional and institutional context: exits to local regular employment, exits to non-local employment via migration and exits to subsidized employment. Previously available data sources did not allow exits to subsidized employment to be distinguished from exits to regular employment. As a consequence, estimated effects of covariates on the duration of unemployment may have been biased if there are heterogenous effects of covariates on different exit types.
In the case of subsidized and regular employment, biases are quite likely because labor market programs typically aim at cushioning unfavorable local labor market conditions. Thus, unfavorable labor market conditions may have an opposing effect on exits to regular and subsidized employment. Similarly, a higher migration hazard may be a response to deficient local labor demand that lowers the hazard of finding a local job (Arntz, 2005) . The paper thus contributes to the literature by disentangling the relevance of individual, regional and institutional factors for exiting unemployment durations to three important exit states. Since the period covered by our data, 2000-2004, falls mainly into the pre-reform institutional setup, we cannot evaluate the success of recent reform efforts. Instead, our regression type analysis aims at exploring the main individual, regional and institutional determinants of unemployment duration in Germany. By doing so, we provide evidence about the extent to which recent reforms concerning passive labor market measures, regional employment policies and the organization of public employment services are likely to contribute to a reduction of unemployment duration.
Our findings confirm that for both individual and regional covariates, the impact 3 differs significantly depending on the type of exit. While deficient local labor demand significantly decreases the likelihood of exiting to regular employment in the local area, the likelihood of migration and the likelihood of entering subsidized employment significantly increases. The estimates indicate, however, that individual-level characteristics have a much stronger impact on the duration of unemployment than regional factors. Thus, regional policies may only be a supplementary means of reducing the duration of unemployment. Similarly, local active labor market programs and a higher provision of counseling resources only marginally affect labor market outcomes of unemployed jobseekers and even yield negative labor market outcomes which would be in line with recent results for the Netherlands (van den Berg and van den Klaauw, 2006) . Among the regional and institutional factors, our findings indicate that passive labor market policies may have the strongest impact on the duration of unemployment in Germany. This is suggested by early retirement of individuals with long entitlements to unemployment benefits as well as by major differences in labor market outcomes of unemployed with different income replacement rates.
The structure of our paper is as follows. Section 2 gives a detailed description of the unemployment compensation and welfare system and briefly discusses recent labour market reforms. A third section provides some theoretical underpinning on how job search across multiple labour markets may be affected by regional and institutional factors. Section 4 presents the individual and regional data used in the analysis and discusses the choice of covariates. We then explain the methodological approach before presenting the results in section 6. Section 7 concludes and discusses the results in light of the recent reforms.
Institutional context in Germany
Until 2004 the German unemployment compensation system consisted of two main components: unemployment benefits (UB) and unemployment assistance (UA). Unemployment benefits which were paid for a period of up to 32 months, depending on an individual's age and employment history, were equal to 60 % (67%) of the last net income for unemployed individuals without (with) dependent children. Tax-funded and means-tested unemployment assistance was paid indefinitely to individuals who had exhausted their entitlement to unemployment benefit and continued to provide income replacement rates of 53% (57%) for individuals without (with) dependent 4 children. This combination of generous replacement rates for long-term unemployed and indefinite entitlement length was rather exceptional among the OECD countries.
As a consequence, replacement rates for long-term unemployed in Germany were and still are higher than in many other OECD countries, especially for older unemployed with extended periods of entitlement to UB and for unemployed with low former earnings who receive complementary tax funded social benefits. This meant that income replacement rates higher than 70% or even over 100% were common practice for the latter group. From a search-theoretical perspective, high replacement rates raise reservation wages and thus prolong unemployment as the potential net gain from working compared to not working is small (Mortensen, 1980; Rogerson et al., 2005) . The institutional design in Germany thus results in work disincentives that are considered to be partly responsible for the high share of long-term unemployment in Germany and the considerably higher share of long term unemployment among older people (Fitzenberger and Wilke, 2004 ) and the low wage unemployed (Fitzenberger and Wilke, 2006b ). Moreover, the institutional design has also been associated with a lack of jobs for low-skilled workers in Germany as the social benefit level implies a relatively high minimum wage that is above the productivity level of Another important aspect of the reform concerns the organization of employment services. In contrast to the former hierarchical organization, far greater responsibility has now been assigned to local employment agencies. Each local employment agency now has to achieve stipulated quantitative goals which are tailored to the specific situation of its regional labour market. For such controlling purposes and the design of regionally tailored policy mixes, the federal employment agency asked its research institute, the IAB (Institut für Arbeitsmarkt-und Berufsforschung) to identify employment agencies with comparable regional conditions. The resulting 12 strategic types of employment agencies range from regional employment agencies with unfavourable labour market conditions in eastern Germany to agencies with favourable and dynamic labour market conditions (Blien et al., 2005) . The restructuring of the federal employment agency has therefore resulted in an emphasis on job counseling and efficient placement services as well as an emphasis on labour market 6 policies which are targeted to the regional labour market. These internal changes of the FEA were mainly executed by leading international consulting companies who received hundred of millions of euros for their input. An empirical analysis of the institutional features is therefore of high policy interest. Since the period covered by our data falls mainly into the pre-reform institutional setup of the FEA, we cannot evaluate the success of the restructuring effort. It is, however, possible to obtain empirical evidence about whether one may expect these changes to bring about a strong reduction in unemployment duration. In this respect, our analysis is aimed at examining the extent to which institutional and regional factors affect the labour market outcomes of jobseekers in Germany once individual factors have been taken into account. For this purpose, we use a broad number of covariates that capture the regional context and some institutional features such as the counsellor/customer ratio. Moreover, we look at exits from unemployment not only to regular but also to subsidized employment and take account of the particularities of the German unemployment compensation and welfare system by distinguishing between groups of different earning capacities.
Some theoretical underpinning
Before turning to the empirical approach of our analysis, this section briefly discusses how labour market conditions may affect labour market outcomes after unemployment. In this context it is worth considering a framework in which a jobseeker looks for employment in a number of distinct labour markets. In the case of simultaneous job-search across these labour markets 2 , the probability of exiting to any of those labour markets can be broken down into the job offer probability and the probability of accepting a job offer in this labour market, both of which depend on exogenous market conditions and the endogenous search strategy adopted by the unemployed job searcher. In particular, jobseekers choose reservation wages for each of the distinct markets such that the value of employment at the offered wage is equivalent to the value of continuing the unemployed job search. Moreover, search effort is allocated across the markets so that the marginal value of additional search in each market is equal to the marginal cost of searching the market. While reservation 2 Alternatively, one may assume some sort of sequential search strategy (Salop, 1973; McCall and McCall, 1987) . Accordingly, an unemployed job seeker searches sequentially according to the expected returns from searching a particular market segment.
wages affect job acceptance probability, the allocation of search effort across distinct markets influences the job offer probability. Intuitively, an individual's search strategy should favor finding employment in those labour markets that offer the best work conditions. In the case of job search across multiple industries, Fallick (1992) has shown that improving conditions in one labour market -i.e. increasing job offer probability -raises reservation wages in all markets while at the same time shifting search effort towards the improving market and reducing search effort in all others.
As a consequence, changing exogenous conditions affect the hazard of exiting to a specific market not only directly due to, for example, higher job offer probabilities, but also affect these hazards indirectly via the endogenous search strategy of the unemployed job searcher. A similar notion has also been applied to job-search across sectors (Thomas, 1998) and regions (Damm and Rosholm, 2003; Arntz, 2005) .
In our framework, we allow for a local and a non-local labour market and in- Compared with other European countries, subsidized employment in Germany is an important part of labour market policy. While spending on active labour market policies in Germany has been around average compared with other European countries, the proportion spent on subsidized employment has been above average in recent years (Martin and Grubb, 2001 ). Exits to subsidized employment are thus likely to constitute a substantial part of all exits from unemployment.
Applying the above job search framework across multiple labour markets to our particular setting, jobseekers are simultaneously looking for employment in the market for regular 3 local, regular non-local and subsidized employment. Thus, jobseekers 3 Regular employment can be further differentiated by the number of hours worked or the type 8 choose the search strategy, i.e. reservation wages and the search effort for each of these markets according to the attractiveness of each of these markets in terms of job availability, offered wages and work conditions. In many cases, labour market conditions that favor an exit to local regular employment may have an opposing effect on non-local exits (Arntz, 2005) . Similarly, subsidized employment is often a means of cushioning unfavourable local labour market conditions. Distinguishing between these three exit states should therefore be quite helpful in understanding how the regional and institutional context affects labour market outcomes of jobseekers in Germany. For this purpose, the empirical analysis considers a number of indicators that capture the exogenous conditions of the local labour market that are discussed in detail in the next section. By affecting the search strategy, such conditions not only affect the duration of unemployment, they also affect the probability of making a transition to either local employment, non-local employment or subsidized employment. Other behaviorally distinct and alternative destination states after unemployment that, due to data limitations, are not considered here include exits to self-employment or out of the labour force entirely. Our analysis should therefore be considered as a starting point for improving our understanding of the impact of labour market conditions on the labour market outcomes of unemployment.
Data
This section describes how we select the sample and covariates for our analysis.
We use individual data merged from several administrative registers which is then combined with regional data from various sources. of job contract (temporary versus unlimited). However, the data we use does not contain the relevant information such that we pool all types of regular employment the data set also provides information about participation in active labour market programs. One of the major drawbacks of the data is that it only partially identifies the true unemployment period. This is because there are unobserved periods in the employment trajectories whenever an individual is neither a socially insured employee nor receives unemployment compensation, nor participates in any active labour market program. As a consequence, some parts of the individual employment trajectory may not be observed so that various proxies for the true unemployment period can be computed based on different criteria which define the labour market status of being unemployed, see e.g. Fitzenberger and Wilke (2004) and Lee and Wilke (2005) for this problem. In the analysis of this paper we use the following proxy for the true unemployment duration:
Individual data
• Unemployment with permanent income transfers (UPIT) is a lower bound of the true unemployment period that defines unemployment as a continued period of transfer receipt. Gaps between transfer receipt and the beginning of a new employment period need to be less than four weeks. Thus, UPIT excludes periods of unemployment without receipt of UB or UA from the FEA.
Unfortunately, there is no exact way of telling whether this unemployment proxy more closely resembles the true length of unemployment than competing proxies.
As discussed in the second section, our analysis is aimed at examining determinants of the length of unemployment specifically for unemployed social benefits recipients because this labour market segment is likely to experience particularly long unemployment periods and different exit states compared with individuals with higher earning capacities. Comparisons of unemployment periods of social benefits recipients which are contained in the Social Benefits Statistics (Sozialhilfestatistik, SHStat) with unemployment spells in the IEBS defined according to the above definition and a wider proxy which also adds nonemployment periods to the unemployment duration suggest that the UPIT definition better represents unemployment spells of unemployed social benefit recipients. on pre-unemployment gross earnings of less than 60 euros per day turned out to be the most suitable to represent the group of unemployed social benefit recipients.
A daily gross wage of 60 euros closely corresponds to the lowest wage quintile for full-time employees in western Germany and to the lowest two wage quintiles for full-time employees in eastern Germany. Since the legal minimum standard of living is somewhat lower in eastern Germany, applying the same threshold for both parts of Germany may be somewhat crude. Robustness checks using, for example, unemployed in the lowest wage quintile for both parts of Germany, did not significantly change the results. Based on these robustness checks and the comparison with unemployment periods of social benefits recipients in the SHStat, we therefore decided to apply the UPIT definition in the subsequent empirical analysis and stick to the chosen threshold of 60 euros daily gross earnings to distinguish individuals of low-earning capacities from individuals with higher earning capacities. Individuals above this threshold are less likely to receive additional social benefits and should thus have different unemployment experiences than their low-wage counterparts.
For all UPIT unemployment spells, we observe the exit state if the spell is not right-censored due to the end of the observation period and if the unemployed continuously receives income transfers from the FEA. As discussed in the theoretical section, we distinguish between local regular employment, non-local regular employment (migration) and subsidized employment. We define migration as movements between non-adjacent labour market regions (Arbeitsmarktregionen). The 227 labour market regions (LMRs) in Germany comprise typical daily commuting ranges such that for the majority of individuals the workplace is located within the LMR. Finding employment in a non-adjacent LMR therefore usually necessitates residential mobility. We refer to subsidized employment whenever an individual exits to socially insured employment or self-employment in the context of an active labour market program. Such programs mainly encompass subsidized jobs in the secondary labour market (ABM, SAM ), subsidies for regular employment (Eingliederungszuschüsse, Beschäftigungshilfen) and subsidies for self-employment (Ich-AG,Überbrückungsgeld ), but also contain more extensive training programs (FbW ) if these programs count as socially insured employment. Table 1 describes the composition of all exits to subsidized employment observed in the IEBS for UPIT spells starting between 2000 and 2002. For the analysis, we decided to pool all forms of subsidized employment because robustness checks for distinguishing between certain types of programs did not yield noteworthy differences compared to 11 pooling all programs. Table   2 shows the sample sizes and exit types when applying the UPIT definition and distinguishing individuals by their earning capacities. We also distinguish by gender and marital status as these characteristics are important determinants of individual labour market outcomes. Table 2 shows that individuals with low pre-unemployment wages are more likely to exit to subsidized employment and less likely to migrate than jobseekers with higher pre-unemployment earnings. Moreover, the median unemployment duration is significantly longer for low wage earners, a finding that is in line with the expectations that the institutional framework creates disincentives for individuals with low earning capacities to take up a job. a Low wages refers to individuals with pre-unemployment daily gross wages of less than 60 euros, while higher wages denote pre-unemployment earnings above this threshold. Table 2 also indicates differences by gender and marital status. Singles are geographically more mobile than their married counterparts, a finding that is consistent with the migration literature regarding higher migration costs for married people with children (see Ghatak et al., 1996) . Differences between female and male singles, however, are very small. Since estimation results for single males and females proved to be very similar, we decided to pool male and female singles in the subsequent anal- The FSO and the FEA data provided us with more than 100 regional indicators, a full list of which is included in Arntz et al. (2006) . For the purposes of econometric analysis, there are far too many regional covariates as there is a high degree of correlation among several of these regional indicators. Thus, as a first step we used a combination of cluster and factor analysis to identify indicators that contain very similar information. In a next step, we decided to compress the regional information further by grouping the remaining regional indicators according to economically reasonable groups that cover major regional factors that are likely to affect unemployment durations and the labour market state after unemployment as discussed 14 in the theoretical framework. In particular, we create five groups and select up to five indicators as their representatives such that the correlation among the representatives is minimized. As a consequence, the chosen representatives proxy for their group of interest in the econometric analysis so that estimated coefficients reflect effects of the group they represent. Table 3 shows a description and summary statistics of all regional indicators. There is a large regional variation in most of the indicators that describe the regional labour market situation. In fact, regional disparities in unemployment rates, for example, are among the largest in Europe (OECD, 2005) .
Thus, there should be enough regional variation to identify the effect of regional covariates on labour market outcomes. For the subsequent econometric analysis, we standardized all continuous regional variables to ease comparability of estimation results.
The first group of indicators characterizes local labour demand and supply conditions, i.e. local job availability. The local unemployment rate may be considered as an indicator of deficient local labour demand. In addition, the change in the unemployment rate compared to the previous year conveys information about the development of the local imbalance of labour supply and demand. In regions with an excess supply of labour, the probability of receiving a job-offer should be reduced.
As a reaction, reservation wages in all labour markets decrease since jobseekers become less choosy and search effort shifts from the local to alternative markets. This implies a decrease in the number of local jobs found and an increasing hazard of finding a non-local or a subsidized job. An excess supply of labour may also increase the availability of subsidized employment because corresponding labour market programs are often used to cushion unfavourable labour market conditions.
Another important determinant of unemployment duration might be local economic performance since well-performing and dynamic regions should offer a higher expected lifetime income and should thus attract search effort to the local market while non-local and subsidized employment should become less attractive.
Well-performing and economically growing regions should be characterized by a high and growing GDP per head as well as by a high level of newly established businesses.
The analysis thus includes corresponding indicators. In addition, we use information about the institutional organization of the local employment agency. As discussed in section 2, there has been an increase in the number of job placement counsellors of around 30% during the period of observations. This politically motivated increase in the counsellor/customer ratio, i.e. the ratio between placement officers per jobseeker, provides some variation to identify the effect of an increasing level of job counseling. We hypothesize that a higher counsellor/customer ratio positively affects both local and the non-local jobfinding probability, but that exits to subsidized employment might be reduced if subsidized employment to some extent substitutes for job counseling. We also include indicators of the local availability of labour market programs. As discussed in section 2, there have been changes in the structure of labour market programs with a shift from measures aiming at the secondary labour market to programs that aim at integrating individuals into the regular labour market. We therefore include the share of unemployed participating in programs with a focus on the regular labour market such as training measures (FbW ), programs targeted to young unemployed (JUMP)) and subsidies for regular employment or self-employment(Übergangsgeld, Eingliederungszuschuss, Beschäftigungshilfe) and also include the share of unemployed participating in programs with a focus on the secondary market such as work creation schemes (ABM, SAM ).
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While exits to subsidized employment should be positively affected by the level of offered programs, the hazard of leaving the region may be negatively affected. This regional locking-in effect of active labour market policies has been discussed in the Scandinavian literature (e.g. Westerlund, 1998; Fredriksson, 1999 ). Accordingly, a high level of local program activities may offer a substitute to departure from the region so that the search strategy of the unemployed job searcher rather favors entering subsidized employment.
Finally, we include several structural indicators to characterize the type of region. In particular, we include a population density related classification to distinguish between rural and urban regions. Moreover, we use driving distance to the next higher level city as a proxy for the degree of remoteness of a region. Both of these characteristics affect the availability and the accessibility of employment and may thus change an individual's search behavior. We also control for three other regional characteristics. Regions with a high level of seasonal work, proxied for by the flow in and out of unemployment, may be characterized by a large share of short unemployment spells. Secondly, the local existence of third level institutions may affect the composition of the available workforce. The availability of a highly flexible workforce such as students may affect the competition for certain jobs and thus affect the flow out of unemployment. Finally, we include the local availability of child care support in order to test whether the public infrastructure affects unemployment experiences of jobseekers with children. The availability of kindergarten or nursery school might reduce the opportunity cost of local employment and thus accelerate exits to local employment.
Methodological issues
Let F (t) be the unemployment duration distribution, where t is the duration of unemployment. The hazard rate, h(t) = {∂F (t)/∂t}/(1 − F (t)), is an intuitive way of formalizing transitions from unemployment to employment. In our econometric analysis we use a hazard rate model to investigate the effect of various covariates x = {x 1 , x 2 } on the distribution of unemployment, where x 1 denotes the set of individual characteristics such as demographics, socio-economics, work history variables and firm-level variables, while x 2 contains all remaining regional indicators. In particular,
we estimate a competing-risk Cox-proportional hazard model
where j denotes the exits to local regular employment, subsidized employment and non-local employment, i.e. migration, and λ j is the destination specific baseline hazard rate.
There are three major sources of biases that have to be addressed when using this approach. First of all, there may be biases from unobserved individual heterogeneity. As suggested by Meyer (1990) to the observed covariates are omitted. In the literature, this problem has been addressed by stratification (see Ridder and Tunali, 1990) . When stratifying according to regional labour markets, separate baseline hazards are estimated for each regional labour market. This approach resembles the well-known fixed effects approach and thus controls for unobserved heterogeneity at the level of regional labour markets.
Unfortunately, our data is limited to a relatively short time span. Thus, a stratified estimation approach turns out to be infeasible since, in this case, identification rests on time variation. We are nonetheless fairly confident that biases from omitted regional characteristics may be negligible due to the rich account of regional covariates used in the analysis.
As has been discussed by Thomas (1996) , in a competing-risk duration analysis, the estimated parameter vector (α j , β j ) may not be interpreted as the effect on the duration until exit to state j. Instead, the effect on this duration depends on parameter vectors for all states. In particular, define the conditional cumulative probability of exiting to state j until t as
with h j (s) as the exit hazard to state j and (1 − G(s)) as the overall survival probability that takes account of all exit options. In our empirical analysis we evaluate the estimates at x l ∈ {x l , 0}, where we choose the average values of all individual level variables (x 1 =x 1 ) and we choose zero for the regional variables (x 2 = 0).
Π j (365|x). We compute the marginal effects ∂Π j (365|x)/∂x k as the marginal change of the cumulative probability of exiting to state j during the first year if one regressor x k changes. This outcome is of particular political interest because long-term unemployment starts after one year of unemployment. Thus, our marginal effects correspond to the change in probability of becoming long-term unemployed that is due to a marginal increase of covariate k.
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Based on 500 samples, we estimate the standard error of the conditional marginal effect bootstrap distribution. Assuming that standard errors are distributed normally, we then determine the significance level of the estimated marginal effects. Tables 4 and 5 In what follows we present a detailed discussion of the estimation results for the individual-specific covariates before turning to the regional covariates. In line with the finding that regional covariates have only a limited impact on individual labour market outcomes, we also find only few general and robust result patterns across the four sub-groups. A detailed discussion of each single effect thus seems an infeasible approach for the regional covariates. Instead, we only focus on the most important results for each group of regional covariates and point to the most interesting and robust differences across the sub-samples. We can also confirm the results of earlier studies with regard to educational attainments: a higher educational degree does not improve the likelihood of local regular employment. Instead, unemployed people with a university degree are more likely to enter subsidized employment and they are much more likely to migrate if they are single. Among married men with a university degree, lower exit probabilities to local regular employment are only partly compensated for by higher exit probabilities to subsidized employment. Interestingly, married men with a university degree are not significantly more mobile than their less educated counterparts. The lower earning capacities associated with higher income replacement rates rather than the observed educational degree are thus able to explain the high share of long term unemployment among the unskilled in Germany. This also confirms our approach in this paper to stratifying the sample with respect to the wage level.
Results

Socio-demographics
Work history variables These characteristics have the strongest influence on the unemployment duration distribution and effects are typically similar for all samples.
In particular, long entitlement periods for unemployment benefits (UB) and former employment subsidies by the federal employment agency strongly decrease the likelihood of local regular employment. Our results therefore suggest that both passive and active labour market measures are strongly associated with negative individual labour market outcomes. We do not, however, read this as a causal relationship, as these results may partially be driven by unobserved factors such as a negative selection of unemployed into subsidized employment. In the case of very long entitlement periods (> 24 months) any destination is much less likely because this form of unemployment is associated with early retirement such that this group of unemployed rarely looks for a new job. This effect is typically observed for very long entitlement periods and it is more pronounced among unemployed with higher former wages. We also obtain strong result patterns if an unemployed person was already subsidized by the local employment office at the end of his last unemployment period or just before the start of the current unemployment period. If these individuals slip back into unemployment they have a very low transition probability to either local or non-local regular employment. Instead, a high percentage of these individuals ends up in another subsidized employment period. We are therefore able to identify what is typically called a "career of labour market measures".
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Using the newer generation of individual administrative data we are now able to identify this important determinant.
Furthermore, we do not observe a stigmatizing effect of former unemployment periods in the sense that it increases unemployment duration. This is in line with several former studies based on administrative data. We also identify several factors that increase exit probabilities among the unemployed. Individuals who have previously been recalled by their former employer, have much shorter unemployment periods due to faster local exits. Moreover, this group is less likely to be subsidized or to migrate, and this suggests that recalls are related to seasonal unemployment and temporary lay-offs. Being in minor employment 10 at the beginning of the unemployment period considerably increases local job finding and reduces the likelihood of migration in many cases. 9 We also made estimations in which we distinguished between several types of employment subsidies offered by the employment agencies. Surprisingly, the results patterns are similar even for subsidized artificial jobs and temporary subsidies of regular employment which have a very purpose. For this we decided to report the pooled results only. 10 An employment on a salary of less than 400 euros per month and with exemption from social security contributions. We therefore conclude that local economic performance does not seem to be an important determinant of labour market outcomes for jobseekers in Germany, one explanation of which may be that due to central wage bargaining regional productivity levels as reflected in local GDP do not translate into behaviorally relevant interregional wage differences.
Social structure Indicators of the local social structure mainly confirm the theoretical notion that the social context affects job search behavior. As expected, a high share of long-term unemployment significantly prolongs the duration of unemployment as the strong decrease in local exits is only marginally offset by increasing exits to non-local and subsidized employment. A low average schooling level comes with similar but less strong effects. We conclude that a discouraging social context indeed prolongs unemployment, but that there is no evidence that overall search effort is reduced. At least for some individuals, migration and exits to subsidized employment offer an alternative to continued unemployment. Institutional organization According to our findings, the recent emphasis on job counseling that is, among other things, reflected in the increasing number of job counsellors per unemployed jobseeker, is unlikely to substantially contribute to a shortening of unemployment duration. This is because significant changes in the likelihood of the three exit types almost balance out for all sub-samples. In particular, individuals with higher earning capacities are more likely to migrate and to exit to subsidized employment while there are less local exits in regions with a higher ratio of job counsellors to unemployed jobseekers. This may suggest that additional human resources in job counselling speed up exits to migration and subsidized employment at the cost of local placement without resulting in a positive net effect on the duration of unemployment. Similarly, we also find that an extensive local availability of labour market programs accelerates exits to subsidized employment at the expense of exits to regular employment. Among single people, we mainly observe less local exits, while among married men with higher earning capacities, subsidized employment rather substitutes for non-local employment. There therefore seems to be a small regional locking-in effect of active labour market policies for married men, but not for single people. In a study for western Germany, Arntz (2005) only finds a minor regional locking-in-effect for women.
Structural indicators
The type of region as well as the driving time to the next large city capture major differences in the availability of employment opportunities within a commuting range. As the type of available jobs may differ depending on the type of region, this may explain the heterogenous result pattern across sub-samples.
Rural regions, for example, tend to increase the local job finding chances of individuals with higher earning capacities, but have the opposite effect on low wage earners.
This may be due to a lack of unskilled service jobs in rural areas. Subsidized employment partially cushions these differences with increasing exit probabilities in rural regions among low earning married men and decreasing exit probabilities for individuals with higher pre-unemployment earnings. Moreover, apart from single people with high earning capacities, all other groups show higher local exit probabilities in remotely located regions. This may suggest that relatively immobile groups of unemployed lower their reservation wage in regions with a lack of accessible jobs and thus experience faster exits to local employment.
The presence of a university reduces local job-finding among all groups and increases migration probabilities among all but married men with low earning ca-29 pacities. These results are in line with the idea that students may exert additional congestion effects on the local labour market as students seek a minor job during their studies and often start their job search after graduation in the local area. Finally, somewhat unexpectedly, a higher level of day care places per child weakly accelerates local exits among married men, but not among single parents although single parents are somewhat less likely to leave a region with an extensive child care infrastructure. Thus, there is no evidence that the availability of public infrastructure strongly affects the duration of unemployment.
Summary, Conclusions and Outlook
In the light of recent labour market reforms, this paper explores the extent to which the unemployment compensation system, the local organization of job placement and regional policies determine the duration of unemployment in Germany. For this purpose we perform a comprehensive analysis of unemployment duration using the latest generation of administrative individual data and a broad set of regional aggregate data in the period 2000-2004. By distinguishing three exit states, local regular employment, non-local regular employment and subsidized employment we are able to disentangle the effects of individual and regional characteristics on these destination states. This is highly relevant because both individual and regional characteristics often have diverging effects on the three destination states. As a consequence, previous estimates may have been biased if non-local or subsidized employment have not been separated from exits to local employment.
Based on competing-risk Cox proportional hazard estimates, we generally obtain that individual characteristics and in particular an individual's work history strongly affect the duration of unemployment and the chosen destination state while the effect of regional factors such as the unemployment rate is often rather small. This is consistent with German and international evidence concerning the impact of regional labour market conditions on the duration of unemployment until exiting to a local or non-local job (Kettunen, 2003; Yankow, 2002; Arntz, 2005) . Regional disparities thus appear to be much less important than usually considered by the German public and by German policy makers. Even between western and eastern Germany, the conditional unemployment duration is very similar. Therefore, our results suggest that regional policies may only be a supplementary means of improving labour market outcomes of unemployed individuals.
Similarly, there is no evidence that public counselling efforts and ALMP have much of an shortening effect on the duration of unemployment. In the case of ALMP we even obtain slightly negative labour market outcomes:
• Previous ALMP participants often end up in ALMP again (ALMP-careers).
• Migration rates are lower in regions where extensive use is made of ALMP (regional locking-in-effect).
These results indicate that the recent restructuring efforts of public employment services are unlikely to bring about a substantial reduction in unemployment. Nonetheless, restructuring efforts may contribute to the increasing efficiency of public spend- We obtain a number of indications that the unemployment compensation and welfare system strongly affect individual labour market outcomes:
• Individuals with low pre-unemployment earnings and thus high income replacement rates have the lowest exit hazards to regular employment.
• Older individuals with extremely long UB entitlements basically never leave for regular employment as they use UB as a means of early retirement.
We therefore conclude that the reduction of UB entitlements and income replacement rates are likely to drastically shorten unemployment for certain groups. A strong effect of the unemployment compensation system on the duration of unemployment has already been observed in the past. Christensen (2005) shows that social benefit recipients with high reservation wages are unlikely to leave unemployment. Similarly, Fitzenberger and Wilke (2006b) find that unemployed people with lower former wages are much less likely to leave unemployment. Müller et al. (2007) evaluate a reform of the unemployment benefit system in 1997 which reduced entitlement length for unemployment benefits for older unemployed. They show that this reform was successful in drastically reducing inflow to unemployment and the duration of unemployment in the relevant group of unemployed.
Although our approach is fairly comprehensive and includes new data, it still has several limitations. Alternative destination states such as leaving the labour force or retirement, for example, should be an important extension to our competing risk approach. Unfortunately, our data does not provide information on these exit states such that we leave this extension to future research. Moreover, the fact that we do not observe the true length of the unemployment duration may affect our results. In addition, our econometric approach faces the methodological difficulty that a certain share of our unemployed population has zero probability for an exit to regular employment. This is known as the mover -stayer problem in the literature Appendix A -Summary Statistics by sub-samples Note: All covariates are dummy variables. BE=Benefit entitlements; ALMP= Active labour market programs
Minor Job = Job < 15 hrs/week while unemployed at the beginning of unemployment ‡ : Refers to individuals with daily pre-unemployment wages in the lowest (highest) wage quartile for the low (higher) wage sample.
